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I. SUMMARY
The purpose of this document is to support developing countries in defining the tropical and diversification products 1 that are of special interest to them and to strengthen negotiations, with an aim towards achieving fast and fuller market liberalization. Bearing this in mind, the first chapter outlines the background of commercial negotiations conducted in the General Agreement on Tariffs and Trade (GATT) and the World Trade Organization (WTO). It briefly presents the current status of the negotiations, indicates which products have been mentioned in the latest trade rounds and the criteria that has been used for identifying products. In addition, the first chapter estimates the importance of such products for developing countries, illustrates the possible impacts of their liberalization -both in developing and developed countries -and illuminates other problems that these products face in international markets.
The second chapter describes a possible methodology for developing countries to use in identifying those tropical and diversification products for which commercial liberalization is of major interest for national development. Initially, the chapter presents some general guidelines on a possible framework methodology for the selection of the tropical and diversification products. Then, it outlines potential modifications for tailoring the methodology to countries' particular conditions and characteristics.
The final chapter addresses the treatment of these products in the current Doha Round of the WTO, outlines some desirable results of negotiations, and considers modalities that Member countries may adopt to further deliberations, as well as support measures for developing countries adversely affected by liberalization, especially due to the erosion of preference margins.
DRAFT PAPER 4
II. CONTEXT

II.1 BACKGROUND -GATT AND WTO
During negotiations on the General Agreement on Tariffs and Trade (GATT), the topic of liberalizing international trade in tropical products emerged in connection with the need to increase developing countries' export earnings. As far back as the 1950s, discussion began on the problems of cocoa, coffee and tea, usually called "primary products" of interest to developing countries and known as "tropical beverages."
In 1958, the GATT Contracting Parties decided to draw up a programme of action to speed the liberalization of world trade. In this context, parties agreed that special priority should be given to increasing LDCs' export earnings. The body set up to move ahead in this area, Committee III, analysed barriers to trade in tropical products between 1959 and 1961 and underscored the negative impact on developing countries' exports of the customs duties and domestic taxes levied on these products. The Committee focused on 11 products of particular importance to developing countries, nine of which were agricultural: vegetable oils and oilseeds, cocoa, tobacco, jute goods, cotton goods, cotton, tea, wood, and coffee.
The decision adopted at the close of the November 1961 GATT Ministerial Meeting emphasized the need to set dates for gradually reducing and eliminating barriers to exports from developing countries. In February 1962, in accordance with a recommendation by Committee III, the GATT Council set up the "Special Group on Trade in Tropical Products," a body mandated to seek a means of overcoming the difficulties encountered by LDCs that export these products.
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It was not until the Kennedy Round (1964 Round ( -1967 that tropical products were designated as a special negotiating sector. Yet, Contracting Parties did not draw up a list of products covered by this protected designation. The final report of the Committee on Trade and Development summed up the results of the negotiations in this area, noting that even though many Contracting Parties had made concessions on tropical products in the Kennedy Round, they had failed to achieve the goal of eliminating import duties and taxes for all of these products. The general reasons for maintaining duties and taxes on tropical products were: the need to maintain the preference margins corresponding to specific preferred suppliers; protection of national agriculture against direct competition from imported tropical products; the replacement risk they represented; and, fiscal considerations.
The Special Group on Trade in Tropical Products continued working in between the Kennedy and Tokyo Rounds, and decided in 1968 to give special priority to certain products, initially tea, coffee, cocoa, bananas, oilseeds and vegetable oils, and spices. The Declaration launching the Multilateral Trade Negotiations DRAFT PAPER 5 of the Tokyo Round (1973 Round ( -1979 stated that tropical products must be handled "as a special priority sector" and that negotiations had to include tariffs, non-tariff barriers and other measures affecting trade in tropical products in primary form or at any stage of processing. In the Tokyo Round, negotiations ran into the same difficulties as mentioned in the final report of the previous Round and parties, once again, did not produce a list of tropical products. However, significant progress was made in liberalizing trade in tropical products -albeit on the basis of the MFN or the GSP -particularly with regard to coffee, cocoa and tea.
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During the Uruguay Round (1986 -1994) , Parties decided that tropical products were so important for developing countries that they should be given "special attention," which included considerations relating to the timing of negotiations and the entry into force of agreements.
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The negotiating group on tropical products focused on seven categories of products: (i) tropical beverages (cocoa, coffee and tea); (ii) spices, flowers and plants; (iii) some oilseeds, vegetable oils and oilcakes (for example palm and coconut oil); (iv) tropical roots, rice and tobacco; (v) tropical fruits and nuts (e.g. plantains, pineapples and peanuts); (vi) tropical wood and rubber; and (vii) jute and hard fibres. However, the point was made that the categories did not constitute a definitive or exhaustive list of tropical products and could include other products.
In the run-up to the Mid-term Review of the Uruguay Round that took place at the GATT Ministerial Conference in Montreal in December 1988, a preliminary agreement was reached on concessions in tropical products with input from all developing countries and a number of developed countries. These concessions were to be applied from 1989 onwards, in what was known as an "early crop." However, the entry into force of this package of agreements, the first one achieved in the Round, was delayed due to complications arising in the remaining areas of negotiation, particularly in agriculture. Subsequently, in 1991, the group on tropical products was broken into other negotiating groups.
Finally, the priority attached to these products was reflected in the preamble of the Agreement on Agriculture: "having agreed that in implementing their commitments on market access, developed country Members would take fully into account the particular needs and conditions of developing country Members by providing for a greater improvement of opportunities and terms of access for agricultural products of particular interest to these Members, including the fullest 3 According to the April 1979 report by the GATT Director-General, trade was liberalized on nearly 3000 tariff lines of tropical products (tariff concessions and contributions linked to the GSP), significantly reducing the duties levied on coffee, tea and cocoa, inter alia. 4 The Ministerial Declaration of Punta del Este stated the following in this connection:
"Negotiations shall aim at the fullest liberalization of trade in tropical products, including in their processed and semi-processed forms, and shall cover both tariff and non-tariff measures affecting trade in these products.
The CONTRACTING PARTIES recognize the importance of trade in tropical products to a large number of less developed contracting parties and agree that negotiations in this area shall receive special attention, including the timing of the negotiations and the implementation of the results as provided for in B(ii)."
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liberalization of trade in tropical agricultural products as agreed at the Mid-Term Review." Substantial concessions were made for some products, but significant access barriers remained for others, based on the same arguments that developed countries had been putting forward ever since the Kennedy Round.
In any event, a new topic of importance to developing countries emerged during the Uruguay Round: products providing an alternative to the growing of illicit narcotic crops. The preamble of the Agreement on Agriculture (mentioned above) referred to "...products of particular importance to the diversification of production from the growing of illicit narcotic crops." Likewise, the Agreement stipulated that all support "to producers in developing country Members to encourage diversification from growing illicit narcotic crops" was to be exempt from domestic support reduction commitments.
II.2 PRESENT STATUS OF NEGOTIATIONS
Since the close of the Uruguay Round, there has not been a specific group or committee in charge of handling negotiations in tropical products; such negotiations are simply covered by the WTO's Committee of Agriculture.
The revised first draft of modalities for the new commitments in agriculture takes up the topic of tropical and diversification products, stating that "In implementing their market access commitments, developed country Members shall take fully into account the particular needs and conditions of developing country Members by providing for greater improvement of opportunities and terms of access for agricultural products of particular interest to these Members, including the fullest liberalization of trade in tropical products, whether in primary or in processed form, and for products of particular importance to the diversification of production from the growing of illicit narcotic crops." 5 Additionally, it indicates that "There shall be no requirement to reduce in-quota tariffs, except that (i) inquota duty free access shall be provided for tropical products, whether in primary or in processed form, and for products of particular importance to the diversification of production from the growing of illicit narcotic crops." 6 On 1 August 2004, the General Council adopted a Decision (Framework Agreement) on the Doha Work Programme, in which tropical products and diversification products were once again singled out for special attention and considered a fundamental component of the special and differential treatment of developing countries: "Full implementation of the long-standing commitment to achieve the fullest liberalization of trade in tropical agricultural products and for products of particular importance to the diversification of production from the growing of illicit narcotic crops is overdue and will be addressed effectively in the market access negotiations." Notwithstanding the attention that trade in tropical and diversification products has received, various aspects still need to be clarified: DRAFT PAPER 7 (i) Neither the way in which the commitment with respect to these products is to be implemented, nor the way in which tariffs are to be reduced has been worked out; (ii) No list of tropical products or diversification products has been drawn up; (iii) No decision has been taken with regard to the issue of preference erosion, which hamstrings many countries' efforts to secure access to the markets of various developed nations.
Furthermore, concerns over the replacement of some tropical products by others from temperate zones also remain. However, there is no list of products that can be considered as 'tropical' for negotiating purposes, let alone a list of products of particular importance to the diversification of production from the growing of illicit narcotic crops. No official list has been drawn up for the following reasons:
1. Various developing countries wish to keep open the option of including new products; 2. Some developed and developing countries are concerned about the disappearance of current preference margins and the potential impact on beneficiaries' exports and economies; 3. Some developed countries are worried about the existing replaceability between some tropical products and other products from temperate zones, as well as the potential impact of liberalizing trade in the former on the latter.
In addition, these concerns will surely influence efforts to prepare a list of products of particular importance to the diversification of production from the growing of illicit narcotic crops.
In any event, it is worth noting that the main reason why these products took on a relevance and identity of their own in the multilateral negotiations of the GATT and then the WTO was their importance to the export earnings of developing countries and hence, the opportunity to further development and economic growth. This consideration should, without a doubt, be borne in mind when attempting to define the products in question.
II.4 PRODUCTS OF INTEREST FOR PRODUCTION DIVERSIFICATION FROM CROPS USED TO OBTAIN ILLEGAL SUBSTANCES (HALUCINOGENOUS DRUGS)
At the Uruguay Round, a new theme of special importance arose for developing countries: the products of interest for production diversification, thus allowing producers to abandon crops used for producing illegal substances. The preamble of the Agreement on Agriculture states: "having agreed that in implementing their commitments on market access, developed country Members would take fully into account the particular needs and conditions of developing country Members by providing for a greater improvement of opportunities and terms of access for agricultural products of particular interest to these Members, including the fullest liberalization of trade in tropical agricultural products as agreed at the Mid-Term Review, and for products of particular importance to the diversification of production from the growing of illicit narcotic crops." 8 Likewise, the Agreement stipulated that domestic support reduction commitments shall not apply to producers in developing country Members to encourage diversification from growing illicit narcotic crops.
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In the current round of negotiations, special importance has continued to be awarded to products of interest for diversification from illegal crops (diversification products). In addition, due to their importance to developing countries, these diversification products are mentioned side-by-side with tropical products. At the same time, the Doha Work Programme, adopted on 1 August 2004 refers to "achieving the fullest liberalization of trade" for those two groups of products. Therefore, diversification products currently occupy a strategic place in negotiations, along with tropical products, as the "fullest trade liberalization" of these products is fundamental to the interests of developing countries.
However, at no time during the negotiations -not in the Uruguay Round, subsequent to it, or in the current round -has there been any attempt to define a list of diversification products. Surely the concerns hindering the development of such a list for tropical products will also accompany attempts to develop a list for these products.
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II.5 IMPORTANCE OF THE TROPICAL PRODUCTS FOR DEVELOPING COUNTRIES
The importance of tropical products for developing countries is undeniable. Their importance has been recognized in an array of studies, forums and organizations. As indicated in a document by the Common Fund for Basic Products (2003): "The sustenance of hundreds of millions of the poorest people in the world in developing countries, and mostly in the less developed ones, largely depend on the basic products. Basic products are the pillar of their economies and represent the largest part of their export earnings. The development of basic products has therefore a fundamental importance in the fight against poverty worldwide." 11 However, there are no studies estimating the importance of tropical and other basic products using economic, social and foreign trade indicators. Nonetheless, the participation of such products in exports from the developing countries is significant: the fifteen main tropical products account for 37% of incoming foreign currency from agricultural exports of developing countries. This percentage reaches 62% for the low income developing countries (see Table 1 ). Many of these products are grown mostly by small farmers in developing countries -as in the case of coffee, cocoa, tobacco and cotton. 12 Others have a significant importance in the generation of rural employment (i.e. sugar, rubber and rice). Therefore, besides their considerable contribution to foreign currency generation, they have also a material importance from a social point of view.
II.6 OBSTACLES TO TRADE IN TROPICAL PRODUCTS
Numerous studies have shown that the obstacles to the trade in agricultural products are much higher than those existing in the other sectors. A World Bank document, for instance, indicates that the "protection facing developing country exporters in agriculture is four to seven times higher than in manufactures in the North … Tariff peaks are particularly high in rich countries against products from poor countries … Tariff peaks as high as 500 percent confront imports from developing countries. Tariffs also increase by degree of processing creating a highly escalating tariff structure that limits access for processed foods." 13 In general terms, tariffs are higher 14 (Table 2) , tariff peaks are particularly high (Table 3) , tariff escalation 15 remains substantial (Table 4 ) and technical obstacles -including the sanitary ones -are common and restrictive. Tariffs are also a major impediment to trade in tropical products. Several of these products are subject to peak tariffs, specific prohibitive tariffs, tariff escalation (see Tables 4 & 5 14 "The average MFN tariff that is applied to agricultural products varies substantially across countries, but in the majority of OECD countries it is more than double the average that applies for manufactures." (Hoekman et. Al. 2000) . 15 Tariff progression has very negative effects on developing countries. According to the FAO (2004): "tariff progression may be come an obstacle to the growth in agriculture and farming products in exporting countries, and therefore, the growth in their manufacture industries, the accumulation of competencies and the capital as well as diversification of exports. Furthermore, the concentration of exports in less manufactured products determines a slower growth in exports and a higher exposure to risk in the instability of the agricultural product prices." plantain imports at 118.1%; mandioca roots at 117.9%; sugar at 114.4% and semi-whitened or whitened rice at 101.1%. 16 In United States tariff peaks are usually in products exceeding the quantitative limit and imported with an extraquota tariff, such as in the cases of tobacco, sugar, and tropical products. In addition, higher tariffs are levied on some tropical products because they are imported as processed goods, rather than as inputs.
17 According to a report by the Food and Agriculture Organization of the United Nations (FAO) in 2004, tariffs on tropical products seem to be higher than on the average agricultural products: "It is worth noting that while tropical products largely face lower tariffs compared with basic food products, the difference between tariffs in the initial phases and the elaboration phases seems to be higher than in the basic food products. In the case of cocoa, while the medium tariffs applied to grain cocoa are equal to zero, in the Quadrilateral countries, 18 the consolidated tariffs applied to chocolate are considerably higher, over 20%, in the EU, Japan and Canada. Coffee, animal skin and leather, plus cotton show a similarly high tariff escalation." FAO (2004) status to this respect: "Tariff escalation introduces a bias against labour intensive agriculture and farming products in the commercial protection to developed and developing countries. It stops growth driven by exports and the increase of diversification in developing countries. The study's conclusions indicate that the tariff escalation predominates in a large number of agricultural product chains both in developed and developing countries. It is more marked in the basic products, such as meat, sugar, fruit, coffee, cocoa, and skins and leather that are largely beneficial for exports in many developing countries suffering poverty." (Underlining was done by author). 18 A group in the WTO consisting of the European Union, Canada, Japan, and the US The benefits associated with worldwide trade liberalization of agriculture and farming products have been estimated by several studies. ABARE (2002) indicates that a reduction of 50% in the levels of protection and support to agriculture would generate an increase of US$ 53 billion in the global GDP by 2010, of which developing countries would realize an estimated US$ 14 billion increase in GDP, without taking "into consideration … the dynamic earnings arising from greater competitiveness, innovation, better administration and leading-edge technology that will surely derive from a larger aperture." 19 Diao et. al. (2001) estimated earnings due to the global elimination of distorting policies (tariffs and internal support) at US$ 56 billion, and Van Meijl et. al. (2001) estimated an increase of US$ 44.4 billion. Anderson et. al. (2000) estimated that full agricultural liberalization would generate earnings of US$ 164 billion. On the other hand, Scollay & Gilbert (2001) estimated that the elimination of agricultural tariffs would increase global welfare in US$ 69.4 billion, while Brown et. al. estimated it at US$ 33 billion.
The United Nations Conference on Trade and Development (UNCTAD) estimated in 2003 that a 50% decrease in agricultural tariffs would generate an improvement in welfare of US$ 21.5 billion and would benefit all the regions in the globe. The greatest benefits would be realized by Japan, North America, the Newly Industrialising Countries (NICs), North Africa and the Middle East, and Oceania. In percentage terms, the regions earning more would be Oceania, the Asian NICs and North Africa. Yet, Sub-Saharan Africa and Latin America would also gain: the estimated earnings for these regions are lower than in other 19 Another advantage of liberalization that usually is not measured by these studies are the decrease in the volatility of international prices and the significant increase in agricultural production of many developing countries that would generate the higher international prices (and would allow some developing countries to go from net importers to net exporters). Furthermore, it would allow developing countries to reform their agricultural and protection policies, which in some cases -as in India -has been difficult due to the fright of facing unfair competition of subsidized goods in developed countries. To learn more about these topics, see among other : Hoekman et. al. (2002) studies, due to the fact that UNCTAD takes into account the effects of preference erosion, which mainly benefit some countries in these regions. Furthermore, the study, estimated the earnings associated with a reduction of tariffs on processed agricultural goods by 50%, as a means to analyze the importance of tariff escalation. The earnings in this case would be substantial (over US$ 12 billion), and would benefit all the regions, including Japan, North America and Western Europe. Hoekman et. al. (2002) estimated that if there was a reduction of 50% in the rates of 158 tariff lines to 6 digits, the improvement in welfare would be US$ 16.7 billion for all the countries, and 2.2 billion for developing countries. The latter, would increase US$ 4.2 million in exports or 6.7% in the products analyzed, while the less developed countries (LDCs) would increase in welfare by US$ 116 billion (or 3.7%). These last countries seem to be disproportionately affected by policies protecting and supporting agriculture in developed countries, 20 which explains why the worldwide agricultural trade liberalization would benefit them considerably.
The substantial benefits in welfare that the developed countries would realizea topic on which the various studies agree -derive from reductions in high tariffs, which impose substantial costs on consumers, taxpayers and the economic efficiency, in general.
Regardless of the estimates, models and methodologies, the truth is that most of the analyses agree that both the developing and developed countries would obtain substantial benefits with the worldwide agricultural trade liberalization.
21
Just a few net food importers -as well as the oil exporters -might record a loss in welfare, while most of the countries would gain if the tariff barriers, subsidies, and distorting trade support were reduced or eliminated.
Although a similar analysis has not been conducted on tropical agricultural products, existing information suggests that the potential gains of liberalization would also be significant. Many of these products also face tariff barriers, tariff peaks, tariff escalation, sanitary barriers and other obstacles to developed country markets, affecting many developing countries, especially those with higher incomes. In addition, developing countries bringing tropical agricultural products to the global market face stiff competition against countries that subsidize products, depressing prices and making it difficult to compete. For this reason, agricultural trade liberalization would yield benefits, such as providing developing countries the opportunity to increase their exports and receive better prices for their tropical agricultural products and their semi-processed and processed products. Additionally, farmers would benefit, employment levels 20 Véase Hoekman et. al. (2002 ) y Hoekman et. al. (2002a y Gulati and Narayanan (2002) . 21 To this respect, a study of UNCTAD (2003) says: "As may be observed, the estimated gains to global economic welfare on an annual basis vary widely according to the database, the assumptions of the model and the policy experiment (i.e. the trade liberalization scenario). Table 11 does not give a breakdown of the effects on developing countries; however, experience from a variety of modeling exercises shows that developing countries capture about 40 per cent of the gains, but these are not evenly distributed. In agriculture important gains go to those countries that liberalize, including the European Union and Japan". would increase, and developing countries would generate more foreign currency, a necessary ingredient for development. Moreover, consumers in developed countries would enjoy access to a wider selection of products and better prices.
Available data on some tropical products confirm that liberalization would yield economic gains and enhance development. In the case of sugar, several studies have estimated the positive impacts of market liberalization. For example, Borell 22 (1999) estimated that the international price would rise by 38%, global earnings in welfare would increase by US$ 5 billion, imports to the US would grow by 5 million metric tons, and US consumers would earn approximately US$ 1,200 (thanks to a 25% decrease in the internal sugar price). Although it is true that the surpluses of the US producers would decrease by approximately US$ 0.7 billion, the country's net gain would be approximately US$ 0.5 billion. ABARE (2002), on the other hand, estimated that developing countries that are currently supplying sugar to the European Union and US would receive combined benefits at approximately US$ 1.1 billion for the sugar trade liberalization.
In the case of cotton, the decline in prices between the last century and the beginning of the present century has been close to 40% and may be attributed -at least partially -to US subsidies. According to estimates by Minot and Daniels (2002) , the decline in prices has been associated with a reduction in the general welfare in the rural areas of Benin by an estimated 6-7% and by approximately 19% for cotton growers., This change in price alone increased the poverty rate in Benín by 8 to 12 percentage points, effectively pulling another 250,000 people below the national poverty line. Likewise, the International Cotton Advisory Committee estimated that the support to cotton growers has depressed international prices of the fiber by one fourth, which, for countries like Burkina Faso, Benin & Mali, where cotton contributes with the third part of the exports, has meant that the cost was approximately 200 million dollars in 2001.
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The reduction in the international price of tobacco by approximately 30% has decreased the income of the small Malawi farms by an average of 8%, and the poorest quintile by 13%. The net annual earnings of a typical small tobacco grower decreased from US$ 108 to 26. The severity of the decline in prices is better understood when one takes into account that tobacco represents 80% of the Malawi exports and is the most profitable crop in this country.
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The FAO (2004) estimated increases in the exports of some tropical products and their processed and semi-processed products if tariffs were reduced by a moderate amount (as established in Harbinson's proposal), and found that they would be significant for all the products -especially in chocolate, vegetable oils 22 Borrell used a multi-lateral model detailing 24 countries/regions and analyzed seven types of artificial sweeteners to examine long term effects in the price, trade and welfare of sugar market liberalization. 23 Watkins (2004) . 24 Banco Mundial (2004) . and oil seeds -for the developing countries and especially for the LDCs (Table  6) . free zones and 25 MSF Agreement, in its Article 4 states that "the countries shall accept as equivalent the sanitary and phytosanitary measures from another country, although deferring from its own, provided that and when they achieve the proper level of protection from the importing country" and this last concept is defined as the "level of protection deemed pertinent by the Member establishing the sanitary or phytosanitary measure to protect the life or health of people and animals or to preserve the vegetables onsite." This wording in general terms, based on which technical/financial support. This reform would make it easier for developing countries to comply with the standards required for importation of their tropical products. These topics must be a priority in the current WTO negotiations.
iii) Limited access to technology. Whether it is for productive activities, transformation and trading, or to comply with the standards demanded by developed country market demands, limited access to technology constrains opportunities to improve the competitive performance of tropical and diversification products of the developing countries.
iv)
Compliance with quality standards, innocuous food, etc., make it more difficult for developing countries to access some more dynamic and/or lucrative markets, especially in the developed countries. The establishment of standards accounting for the particular conditions of developing countries and providing assistance for complying with standards constitutes a fundamental step in extending the benefits of trade liberalization to developing countries. To this end, the "Standards and Trade Development Facility" -an initiative for collaboration among the World Bank, WTO, FAO and WHO -may play an important role in providing technical assistance and support to developing countries.
v)
The increasing concentration of the agricultural markets. Several studies have evidenced the increasing concentration of the international agricultural markets, particularly in the trade and processing phases of raw materials (agricultural industry), and the material negative effects it causes. 26 Major firms are the main beneficiaries of the subsidies granted to farmers in developed countries. They carry out lobbying efforts to defend the distorting agricultural policies that provide them income and benefits. In addition, they exert oligopoly power in the market, thereby depressing the prices that farmers receive in developed and developing countries and, to a large extent, preventing the benefits of trade liberalization from reaching the hands of consumers, because instead of lowering prices they increased their margins.
Consequently, the reduction of market power must be a priority in the agricultural reform. Existing competition and anti-trust standards in the WTO Member countries must be reinforced and applied to agricultural, farming and agro-industrial areas, 27 with an aim towards curbing the power of price-setting the principle of equivalency has been generated, for the control systems in the multi-lateral environment, has obviously generated diverse and divergent interpretations. conglomerates. Further, transparency standards applying to National Trade Companies must be strengthened. Undoubtedly, these measures would benefit producers and consumers, both in developing and developed countries, and therefore have their full support.
III. GUIDELINES FOR A NATIONAL IDENTIFICATION OF THE TROPICAL AND DIVERSIFICATION PRODUCTS IN DEVELOPING COUNTRIES
III.1 SOME GENERAL CRITERIA
The method of determining the tropical products of importance should be based on agro-ecological criteria. When defined in this way, tropical products would mean all products grown on the strip of the globe located between the Tropic of Cancer (latitude 23.5 degrees North) and the Tropic of Capricorn (latitude 23.5 degrees South). In accordance with the FAO classification, four agro-ecological zones can be distinguished in the tropical belt: warm arid and semi-arid tropics; warm sub-humid tropics; warm humid tropics; and cool tropics. The main products grown in the first zone are sorghum, millet, cowpea, pigeon pea, soybean, groundnut and sweet potato; in the second, rice, maize, sorghum, soybean, cowpea, cotton, cassava and sweet potato; in the third, root crops (cassava and yam), maize, banana and plantain, rice, pineapple and tree crops (coconut, cocoa and palm oil); and in the fourth, maize, beans, sorghum, tea, coffee, potato, wheat and barley.
Yet, the problem with this definition is that it doesn't account for tropical species also grown in temperate zones. One way of tackling this problem would be to classify as tropical only products that are primarily exported by countries located in the tropical zone. This would eliminate from the list products those which are grown in more than one region (e.g. tropical and temperate zones), but which are primarily exported by countries from non-tropical regions. One example is sorghum, which, although it is also grown in tropical countries, is primarily exported by countries with temperate climates.
The broad list of products generated by such a classification could be refined by adding one criterion that has been instrumental in enhancing the importance of tropical products in negotiations-namely, that they be products of particular importance to developing countries. Probably the best means of doing this would be to identify all agricultural products that are among the main exports of those developing countries 28 with annual per capita income below a given figure, and to compare them with the list of products already obtained by the classification of products from the tropical zone. This would yield a list of tropical products of particular importance to developing countries' exports. 28 It would also be possible to use other indicators of the importance of these products to the economies of the developing countries, such as their contribution to job creation. However, a simple indicator, such as the share of overall exports or of overall agricultural exports, is viewed as preferable for two reasons: relatively reliable statistics are available (which is not the case with other indicators, such as job creation), and this indicator has the most direct positive impact on complete trade liberalization in this field.
For purposes of negotiations within the WTO and fulfilling the priorities of the multilateral trading system, it would also be useful to ensure that the resulting list contains agricultural products that face access barriers to developed countries' economies, particularly those products in their primary, semiprocessed and processed forms. There is no doubt that higher priority should be given to products which face the greatest restrictions and access barriers to the main markets and which can clearly become a significant source of hard currency export earnings for the developing countries.
In short, the criteria that should be applied to defining, selecting and prioritizing those tropical products and diversification products which should be liberalized as fully as possible on a priority basis, in their primary, semi-finished and finished forms, are the following:
Agricultural products primarily exported by countries in the tropical belt; (ii) Agricultural products which account for a significant share of developing countries' exports; (iii) Access barriers to these products -in their primary, semi-finished and finished forms -in the markets of the developed countries.
The results of a preliminary and incomplete study in this direction are presented in Annex 1.
III.2 METHODOLOGY GUIDELINES FOR THE DEFINITION OF THE TROPICAL PRODUCTS BY EACH DEVELOPING COUNTRY
Each developing country must identify those tropical and diversification products for which they are interested in seeking full trade liberalization. Then, they should compile a national list to be used in negotiations on a general list in the WTO, which would be the appropriate environment for such negotiations. For this purpose, it is necessary to take into account the general criteria outlined in the previous section, as well as the guidelines outlined below. In particular, the following guidelines should be considered:
i) Products must be grown in the tropical zone: as mentioned in section III.1, the FAO grading system that indicates four predominant agroecological zones are found in the tropical area (arid and semi-arid warm tropical area, tropical warm and sub-humid area, humid warm tropical and cold tropical areas). Each list of tropical products by developing countries should include plants grown in one of these zones.
ii) Products must provide a significant contribution to their GDP:
In addition to being grown in one of the four tropical agro-ecological zones, products included in the list of each country must be of significant economic and social importance. One of the variables that must be taken into account in this sense is the contribution of the respective crop to the national agricultural GDP or otherwise, to the value of the sector's production. In this respect, there are two possibilities for analyzing their importance: first, the crop contribution must exceed a given percentage of GDP; or, second, a crop's importance may be based its contribution to the sector's production value or be identified as one of the crops most contributing to its value. In any case, it would be essential to define a figure, whether a specific percentage indicating a minimum level of contribution to the economy or the number of crops to include. Alternatively, each crop may be awarded a rating according to its importance (5 for high importance and 1 for low importance).
iii) Products must generate considerable amounts of employment, or be largely grown by small farmers:
Identifying a sector's contribution to a country's GDP is a measure of economic importance and not necessarily a measure of the social importance. Crops of higher social importance generally are those contributing most to the generation of rural employment, or those typically belonging to the peasant or indigenous economy. Again, in forming the list it is necessary to establish a minimum percentage, indicating the level of contribution to national agricultural employment generation, or identify the crops that most generate employment or employing a greater number of peasant or indigenous families, who earn a substantial part of their income from the crop. Again, it would be better to grant a rating to each crop.
iv) Products must represent significant source of foreign currency (or have the potential to be):
Since a fundamental part of negotiations relates to international trade liberalization of agricultural products, countries must consider several variables related to its foreign trade. In this regard, the contribution of products to the generation of foreign currency is a fundamental consideration. As outlined previously in this section, a percentage must be defined as the starting point for considering a product's importance in generating foreign currencies. In addition, a country may identify a given number of products to include on its list based on products' contribution to foreign currency generation. Countries may also use a rating system to assign values to each crop. However, a product's export potential may have been stifled by access barriers to the main consumer markets, and therefore, it would be necessary as well to identify an indicator for measuring their potential to generate foreign revenue.
v)
Products must face significant access barriers in the developed countries' markets -or barriers to introducing their semi-processed and processed products: the variables in this section ( i -iv ) highlight environmental, economic, social and foreign trade considerations that are essential, as developing countries to prepare a list of high interest tropical products. However, it is necessary to analyze these products (or their sub-products) to determine if they face access barriers to the main markets, so as to justify their inclusion in the WTO negotiation list
DRAFT PAPER 20
Methodologically, the way forward would be as follows: firstly, each developing country would generate a list of the tropical products they produce in the tropical zone (according to the FAO grading system) and export. Then, using the variables mentioned in ii) to iv), countries would rate the products according to their importance (5 for highly important and 1 for low importance). Ratings based on each criterion would be added to obtain a total rating for each product, which should not exceed a maximum of 15 points (see attached table) . This rating system would allow countries to sort the products from higher to lower importance. Finally, to be included as a priority product for negotiations (according to criterion v), products must face tariffs in the main destination markets. For this analysis it is useful to consider the information contained in the first chapter of this paper.
Product
Agricultural GDP Contribution Employment Contribution
Foreign Currency Contribution Rating
Note: Rate the importance of the product according to the following table:
This methodology may be refined and made more or less complex, depending upon countries' preferences and the availability of information. To make it more complex, for instance, variables may be weighted differently or additional variables may be included. However, if information is lacking for one or more of the variables, the rating may be completed using only those variables for which information is available. Ultimately, countries may generate their respective lists of tropical products of importance, taking into account economic, social and foreign trade variables, with either complete or incomplete information.
Very important 5
Important 4
Medium importance 3
Low importance 2
Scarce importance 1 DRAFT PAPER 21
III.3 THE DEFINITION OF THE DIVERSIFICATION PRODUCTS BY THE DEVELOPING COUNTRIES WHERE THE CROPS ARE GROWN TO OBTAIN ILLEGAL DRUGS
The main countries where crops are grown to obtain illegal drugs must also prepare a list of products they consider important for the diversification of crops. According to the United Nations Office for Drug Control (UNODC) the main poppy flower growers, as a percentage of total global production, are Afghanistan with 79% and Myanmar with 15%. With regard to the global production of coca, Bolivia, Colombia and Peru account for 98%.
29
While, in the context of the WTO, there is no list of the crops that are considered important to these countries' diversification plans, UNODC identifies the following for the Andean Countries: "With all the foregoing specifications, the range of products which can be worked with is not very wide and is the same, with some exceptions, in all tropical forest areas: stock-raising for milk and meat, palm trees for palm hearts, oil palm, citrus and other fruits, bananas, annatto trees, pepper, pineapples, rubber trees, etc."
30
Moreover, as with the tropical products, the best way forward is for each of the relevant countries to prepare a list of the products that are important for their diversification and based on their official plans. Then, they can negotiate agreements with respect to these products in the framework of the WTO.
IV. NEGOTATION IN THE WTO ENVIRONMENT
IV.1 TREATMENT OF TROPICAL AND DIVERSIFICATION PRODUCTS IN THE CURRENT
NEGOTIATIONS
Tropical and diversification products are fundamentally important for many developing countries. Furthermore, as the purpose of the current round of negotiations is to promote development, it is essential that such products be given priority treatment. This treatment must at least reflect the following aspects:
i) Fast and full trade liberalization of the tropical and diversification products: as stated in different documents, the full liberalization of tropical and diversification products (including semi-processed and processed) must not suffer more delays or postponements. The liberalization of these products is important to development and crucial to achieving a balanced agreement from the current round of negotiations.
ii) Fast and full trade liberalization for semi-processed and processed products: the current progression or escalation of tariffs in the tropical product production chain limits the growth and social welfare of developing countries by making it difficult for them to compete with processed products, which are those recording faster growth in the DRAFT PAPER 22 international markets. Therefore, the elimination of these tariffs is a priority to achieving the development objectives of the current WTO round of negotiations.
iii) Elimination of subsidies in products competing with tropical and diversification products: some crops competing with tropical products are highly subsidized in developed countries, depressing international prices and generating unfair competition in the international markets. Commitments on export subsidy reductions and internal assistance emphasize the need to eliminate subsidies and support those crops that are positively affecting the export performance of developing countries.
iv) Overcoming sanitary barriers that hinder the access of tropical and diversification products to the main markets:
In many cases, access for the tropical products to the developed countries' markets is more limited by sanitary restrictions, than by tariff barriers. Developing countries' efforts to benefit from access to existing markets with low or null tariffs, are often impeded by strict sanitary regulations, a lack of harmonization and equivalency recognition, the absence of a mechanism to adjust standards according to the particular conditions in developing countries, and a shortage of technical and financial capabilities. To address these impediments, tropical and diversification products must be given preferential attention at the negotiations regarding sanitary and phytosanitary topics.
v)
Overcoming other technical barriers making it difficult for tropical and diversification products to gain access to the main markets: obstacles to market access include technical barriers -such as those related to labeling -and must be addressed in negotiations.
vi)
Technical support: To allow developing countries to gain market access for tropical and diversification products and realize economic progress, the following factors are fundamental: compliance with the norms and standards facilitating access to the markets; regard for dynamic market segments and niches; development of new products and new packages; higher efficiency of production and commercial processes; and, more competitive performance of exports. To this end, technical support provided by developed countries and international organizations is important.
IV.2 NEGOTIATION MODALITIES
Taking into account the WTO environment and the need for prioritizing tropical and diversification products, the following proposed negotiation modalities may help to further negotiations:
i)
Coverage: using as a starting point the seven groups of products that have already been established -tropical beverages (cocoa, coffee and tea); spices, flowers, plants, etc.; certain oilseeds, vegetable oils and oilcakes (for instance, palm and coconut oil); tobacco, rice and tropical roots; tropical fruits and nuts (such as, bananas, pineapple and peanuts); tropical wood and rubber, jute and hard fibresinterested countries would each prepare a list of products, using the methodology described in the previous chapter, and enter into negotiations on a single list of products. The list would be supplemented with the diversification products from the main countries planting crops to obtain illegal drugs.
ii) Tariff Relief: 31 immediately eliminate tariffs on those products not identified as preferred by the LDCs. Tariffs on preferred products would be eliminated according to a linear schedule (annual reductions by equal amounts) and over a maximum period of 5-years. Equal treatment would be given to the semi-processed and processed products using these products as raw materials.
iii)
Non-tariff Barriers: non-tariff barriers still existing in the tropical and diversification products, as well as in their semi-processed and processed products would be immediately eliminated.
iv)
Exclusion from the list of sensitive products: tropical and diversification products, as well as their semi-processed and processed products, may not form part of the developed countries' list of sensitive products.
v)
Subsidies to exports and internal support: products competing and/or substituting tropical and diversification products, as well as their semiprocessed and processed products, should be a priority in the elimination and reduction of export subsidies and distorting internal support.
vi) Sanitary and Phytosanitary Measures:
For tropical and diversification products, as well as their semi-processed and processed products, Members should make it a priority to establish equivalence, free areas, technical cooperation and other measures facilitating compliance with the developed countries' sanitary standards.
vii)
Technical Assistance & Cooperation: technical assistance and cooperation granted by developed countries to developing countries to comply with norms and standards for technological development should prioritize tropical and diversification products, as well as their semi-processed and processed products.
IV.3 SUPPORT MEASURES TO POTENTIALLY AFFECTED DEVELOPING COUNTRIES
Support measures are granted largely to the LDCs or small or very poor countries and presumably seek to facilitate their social and economic development by providing preferential access to their exports. For this reason, the erosion of their preference margins has constituted an ongoing concern in negotiations.
However, before dealing with this issue it is worth highlighting some considerations:
i) The problem of countries benefiting from these preferences is structural and the solution requires a set of support measures that transcend purely commercial preferences.
32
ii) Several studies have indicated that preferences are a very inefficient way of supporting countries that, in many cases, reinforce their product dependence with products that are not competitive. As a result, the benefits of trade liberalization would provide these countries a more integral and appropriate type of support for their development.
33
iii) Crafting effective support measures necessitates an understanding of preferences. It seems that preferences are not as beneficial as some have argued. Several studies have illustrated how restrictive origin rules and other non-tariff barriers have limited preferences significantly. 34 The World Bank, for instance, indicates that: "rich countries grant preferences voluntarily, rather than as part of a binding multilateral negotiation. Those preferences often come laden with restrictions, product exclusions, and administrative rules that prevent beneficiaries from taking full advantage of them. For example, only 39 percent of potentially preferred imports under the Generalized System of Preferences (GSP) into the Quad countriesCanada, the EU, Japan, and the United States -actually took advantage of preferential access -and usage rates are declining." 35 32 The G-20 position in this respect agrees with this statement: "It is clear that the adverse consequences of preference erosion derive from structural causes, and in order to be adequately addressed, a comprehensive approach should be taken." See G-20 (2005) . 33 ABARE (2002) , for instance mentions that "with the sugar liberalization, EU and US may obtain economic gains estimated in US$1.1 billion by 2010 (facing the reference case). Nevertheless, some small countries with preferences could be losing close to US$ 300 million. The earnings for the EU and US exceed by far the losses for those depending on the preferences, allowing a redirection of the support so as to make it more effective." 34 To this respect, see Mattoo, Roy and Subramanian (2002) , Brenton and Manchin (2002) and Hoekman et. al. (2002) . 35 World Bank (2004) . The Bank indicates furthermore that most of the poorest countries in the world do not live in the LDCs that are a target of those preferences, so "they do not benefit the three quarters of the world's poor that live on US$1 per day in other countries."
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iv) In the future, some of these preferential regimes are expected to expire or be modified by economic association agreements.
36
Nevertheless, it is necessary to tackle the question of erosion of existing tariff preferences, which is perhaps the main obstacle to an agreement in this field. It is worth recalling that the Doha Work Programme -or Framework Agreementrecognises the importance of these preferences and states that the document used for their examination will be the revised first draft of modalities, which in turn speaks of maintaining, to the maximum extent technically feasible, the nominal margins of tariff preferences and of gradually implementing tariff reductions "affecting long-standing preferences in respect of products which are of vital importance for developing countries beneficiaries of such schemes." If applied textually, this treatment of preferences would delay the desired complete liberalization of trade in tropical products and products of particular importance to diversification.
Consequently, not only should preference-granting countries provide technical support to help beneficiary countries diversify their economies and their exports (there appears to be full agreement on this point), but alternatives must be found in order to reduce tariffs on these products, while minimizing the impact on beneficiaries. Two options should probably be examined in this connection:
(i) Apply the arrangements foreseen in paragraph 16 (of the abovementioned) revised first draft of modalities, in which case it would be necessary to shorten as much as possible the deadlines for tariff reductions (both the overall deadline for this type of product and the deadline for products with preferences);
37
(ii) Rapidly reduce tariffs on all these products -including those with preferences -and have the countries granting preferences provide the beneficiary countries with cash support for a period to be determined; part of the sum could come from the tariff revenue generated by these products during the tariff reduction period.
36 This is the case of the preferences granted by the European Community to 78 countries in Africa, the Caribbean and the Pacific (ACP) according with the Cotonou Agreement. The WTO indicates to this respect: "By the end of the preparatory period (no later than December 31, 2007) these unilateral preferences will be substituted by reciprocal economic association agreements, compatible with the WTO regime between the EU and each of the countries or groups of ACP countries." (OMC, 2004b) 37 Paragraph 16 deals with the issue of preferential schemes and specifically states that "in implementing their tariff reduction commitments, participants undertake to maintain, to the maximum extent technically feasible, the nominal margins on tariff preferences and other terms and conditions of preferential arrangements they accord to their developing trading partners."
V. ANNEX 1 -PRELIMINARY EXERCISE FOR A GLOBAL IDENTIFICATION OF TROPICAL AND DIVERSIFICATION PRODUCTS
This Annex outlines the results of a preliminary and incomplete exercise on the identification of tropical and diversification products. Box 1 contains the list of products accounting for 50% or more of exports in tropical countries. 38 Box 2 contains products that account for 80% of the value of agricultural exports from tropical countries. Box 3 provides a list of agricultural products that are major exports for the low-income countries, as classified according to the World Bank (average annual per capita income of less than US$ 825). Box 4 details the products that account for 80% of the value of agricultural exports from lowincome countries. Box 5 takes brings together products found in boxes 1 and 3, outlining those products exported by tropical countries and by low-income countries. Yet, this exercise is preliminary and incomplete: for example, it fails to include products of particular importance to the diversification of production from the growing of illicit narcotic crops in the main producing countries. Moreover, the criterion of selecting low-income countries, rather than all developing countries is debatable.
Equivalents should be sought for the products on the list under the harmonized tariff entries. Furthermore, it must be checked to see if they form part of the seven groups in which the negotiations are based. This exercise is based on Box 6, where it may be verified that most products are part of these seven groups: out of 84 identified products just 27 do not comply with this condition, the main being sugar, cotton and some livestock (buffalo, goat meat, etc.).
Generally speaking, a four-digit classification is sufficient for establishing a list of products based on the harmonized system. It usually allows incorporation of all products and sub-products of a productive chain, thereby fulfilling the mandate of working towards the fullest liberalization of tropical products, in their primary, semi-finished and finished forms. In some cases, however, six-digit classification is necessary to differentiate tropical products from products from temperate zones. One example is sugar, where a distinction must be made between cane sugar (a tropical product) and beet sugar (a product of temperate zones).
Therefore, the resulting list should be supplemented by a list of crops which the main producing countries deem of particular importance to the diversification of their governmental policies. In order to do so, it will be necessary to finalize the list of the main growing and producing countries and to revise the list of agricultural products they are promoting with a view to diversifying production from the growing of illicit narcotic crops. 
